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WisdomTree has a platform of different thematic strategies and many of these themes have

their own infrastructure requirements. Information technology megatrends (like cloud

computing, 5G connectivity, the Internet-of-Things and artificial intelligence) may not

appear to need infrastructure in the same way as those involved in making more physical

things, but they do.

 

For example, a lot of these megatrends could not function without cell phone towers and

data centres.

 

New economy real estate vs. old economy real estateNew economy real estate vs. old economy real estate

 

2022 has been defined by the macroeconomic landscape, and inflation is at the top of

that list. During a high inflation environment, real estate is an interesting asset

class. First of all, we’ve seen how the markets have emphasised cash flows over the

concept of possible profits in the future. Many types of real estate investments are

known for their capability to generate cash flows. Secondly, there is the fact that, in

typical inflationary environments, one should focus more on real assets—assets where the

value should increase at least in line with inflation. The value of real estate has been

known to do this well over time, even if we could never guarantee it always would in the

future.

 

But, since the Covid-19 pandemic, are we equally excited by shopping malls and old-style

office buildings as we once were?

 

In our view, ‘new economy’ real estate is defined by the physical infrastructure that

needs to exist for different megatrends to continue to scale. Two of the most important

focal points of megatrend infrastructure are:

 

Cell phone towers

Data centres

 

Cell phone towersCell phone towers

 

When considering cell phone tower real estate in 2022, the primary attributes would be

incredible visibility into business cash flows and, also, very little economic

variability. These companies tend to deal in very long-dated contracts, and they also

tend to operate in the investment-grade end of the credit spectrum1.
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In 2022, if we think beyond the difficulties of the macro picture, we can see that we

are in the earlier stages of the global 5G deployment. One could think that the primary

activities to upgrade global networks began in 2021, and while we can’t know for sure

how long the upgrade cycle will take, it could be somewhere in the range of 5 to 7 years

as a reasonable prediction. With these upgrades, there tends to be both software and

hardware-oriented elements2.

 

The business model of cell phone towers is fairly simple - the entities that want to use

the hardware (like telecommunications companies) will pay regular fees to do so. If we

think of ‘data as the new oil’, it’s similar to how energy producers pay the pipeline

companies to use the infrastructure. It’s notable to consider the difference between US

and non-US companies with respect to how they tend to deal with inflation:

 

US companies have tended to sign deals with longer, multi-year terms and 3% annual,

fixed escalators. In past years, this was excellent. In years when inflation is at or

near double-digit levels, of course it is less ideal3. Non-US companies tend to see deals

where there are uncapped escalators that are indexed to various measures of consumer

price inflation4.

 

Investors may be curious to understand the difference between focusing more directly on

the companies that, for instance, provide the 5G services, as opposed to the companies

that provide the infrastructure that allows for the data to be transferred more

efficiently. We’d note that, if one is thinking about telecommunications companies in

particular, the rates that they can charge consumers are very regulated. Additionally,

these companies are forced to make huge capital expenditures to be able to say they can

at least match the best network capabilities. Cell phone towers may not have the same

visibility, but we return to our original note about the visibility of cash flows and

the limited variability of cash flows. Remember, it’s more about the fact that the pipes

are needed than exactly what is flowing through them.

 

Data centresData centres

 

If readers take away one point about data centres from this piece, it should be this:

data centres are all about scale. If one is thinking about Equinix and Digital Realty

Trust today, one should be recognising that these are unrivalled global platforms.

Operating a new data centre today at low scale would be a horrible business. Equinix

data centres, spread across many of the world’s countries, function as the backbone of

the internet.

 

Some might think, ‘why can’t the world’s largest companies like Microsoft, Amazon and

Alphabet just build their own data centres? Why do they need to pay Equinix or Digital

Realty Trust?’ We can agree that the negotiating power of data centre providers against

these companies has not been high historically but, in 2022, it has been interesting

that a few things are changing:

 

Internet traffic has been increasing

The supply of the right types of semiconductors to use in data centres has still

been tight

It is not necessarily a simple matter to increase the capacity of existing data

centres or to build new data centres in the right locations, at least with enough

speed to match the demand
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Like commodities, if the supply of data centres is tightening and the demand is stable

to increasing, then the price should tend to increase. It’s possible that we will see

some of the biggest growth in pricing power of data centres in 2022 that we’ve seen in

recent history5.

 

We’d also note an interesting practice that we have seen from Equinix, again, one of the

largest players in the space. Equinix actually hedges roughly 2 years of its forecasted

energy demand. This means that customers will not have to pay the full cost of energy

price increases. At a time when energy prices have risen significantly, this is a very

interesting policy to consider6.

 

Conclusion: real estate could have a place within a thematic strategyConclusion: real estate could have a place within a thematic strategy

 

Thematic equities are frequently equated with growth equities, and with good reason.

However, for those thematic investors that might, for example, prefer to see cash flow

generation as a primary attribute, new economy real estate is an interesting

consideration. A data centre real estate investment trust (REIT) will exhibit a totally

different look and feel of an income statement than a Software-as-a-Service (SaaS) cloud

company. Maybe in 2022’s macro environment the correlation between these two is a bit

higher but, once the fundamentals of the underlying businesses come to the fore, we

think the two should exhibit significant differences in risk and return.

 

This material is prepared by WisdomTree and its affiliates and is not intended to be

relied upon as a forecast, research or investment advice, and is not a recommendation,

offer or solicitation to buy or sell any securities or to adopt any investment strategy.

The opinions expressed are as of the date of production and may change as subsequent

conditions vary. The information and opinions contained in this material are derived

from proprietary and non-proprietary sources. As such, no warranty of accuracy or

reliability is given and no responsibility arising in any other way for errors and

omissions (including responsibility to any person by reason of negligence) is accepted

by WisdomTree, nor any affiliate, nor any of their officers, employees or agents.

Reliance upon information in this material is at the sole discretion of the reader. PastPast

performance is not a reliable indicator of future performance.performance is not a reliable indicator of future performance.
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Related blogsRelated blogs

+ Data centres are the physical backbone of digital life

  

Related productsRelated products
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+ WisdomTree New Economy Real Estate UCITS ETF – USD Acc (WTRE)

View the online version of this article here.
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“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are
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For professional clients only. The information contained in this document is forFor professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor ayour general information only and is neither an offer for sale nor a

solicitation of an offer to buy securities or shares. This document should notsolicitation of an offer to buy securities or shares. This document should not

be used as the basis for any investment decision. Investments may go up or downbe used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performancein value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest shouldis not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and afterbe based on the information contained in the appropriate prospectus and after

seeking independent investment, tax and legal advice. seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number ofThe application of regulations and tax laws can often lead to a number of

different interpretations. Any views or opinions expressed in this communicationdifferent interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, taxrepresent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to theor legal advice. WisdomTree makes no warranty or representation as to the

accuracy of any of the views or opinions expressed in this communication. Anyaccuracy of any of the views or opinions expressed in this communication. Any

decision to invest should be based on the information contained in thedecision to invest should be based on the information contained in the

appropriate prospectus and after seeking independent investment, tax and legalappropriate prospectus and after seeking independent investment, tax and legal

advice.advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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